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PREFACE 


“New Deal” or “New Era”—the tariff is still with us. 
' When President Roosevelt revived William Graham Sum- 
ner’s “forgotten man,” many who had read the original essay 

must have remembered Sumner’s pungent description of the 

tariff as one of the principal methods of mulcting the “for- 

gotten man.” This device, said Sumner, “consists in deliver- 

’ ing every man over to be plundered by his neighbor and in 
teaching him to believe that it is a good thing for him and his 
country because he may take his turn at plundering the rest.” 
This is an old issue, but it is forever new. Professor F. W. 
Fetter, of Haverford College, has re-examined it in the light 
of current policies and the experience of the past decade. In 
this second edition he has added an extensive examination of 
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THE NEW DEAL AND TARIFF POLICY 


RELATION OF THE TARIFF TO THE NEW DEAL 


No other question of economic policy is as old or has so fre- 
quently engaged the attention of the American public as that 
of the relation of the national government to foreign trade. 
The first legislation passed under the Constitution was the 
Tariff Act of 1789, and from that day to this the tariff has 
been a live issue. Since the Civil War, and particularly in 
the last quarter of a century, there has been general dissatis- 
faction in America over the tariff situation. Even those 
persons who in principle have approved of protective tariffs 
have felt that the legislation was not as it shouldbe. The 
political trading and log-ro]ling which have been associated 
with the framing of tariff acts, and the notorious fact that 
large contributors to party campaign funds have been the 
recipients of special favors, have made even the friends of the 
tariff feel that “something ought to be done about it.” 

The Hawley-Smoot Act of 1930 had so much of scandal and 
near scandal associated with it that there followed a storm of 
public protest which overrode all party lines. In the presi- 
dential campaign of 1932 the promise of tariff reform held a 
prominent place in the program for the “New Deal.” Demo- 
cratic spokesmen attacked the Hawley-Smoot tariff and 
promised a reduction of rates if their party were returned to 
power. President Roosevelt, re-echoing a thought he had 


expressed many times in the campaign, said in a book which 


appeared after his inauguration that “The outrageously ex- 
cessive rates in that [the Hawley-Smoot] bill, as it became 
law, must come down.”? Despite uncertainty in the minds 
of the public as to just how far and in what way rates were 
to be reduced, the “New Deal’ very definitely promised a 
lowering of the American tariff. It seems certain, however, 
that the term ‘“‘New Deal” made its great appeal to the elec- 
torate of 1932 not so much because of the specific measures 


I Looking Forward (New York, 1933), p. 187. 
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that it called for as because it held out the ise of more — 
nearly equal economic opportunities through the correction 
of those abuses of private economic power and governmental 
privilege that characterized the post-war decade. The tariff 
is related to the New Deal not only because of criticism of the 
Hawley-Smoot Act, but as part of a general philosophy of 
the common man’s place in our scheme of government. 

Many of the previous attempts to reform the tariff, wheth- 
er made by Republicans or Democrats, have not, it must be 
admitted, been highly successful. American history is 
filled with examples of tariff legislation that brought bitter 
disappointment to the public and political disaster to its 
sponsors. The McKinley tariff of 1890 was followed at the 
next Congressional election by the most decisive defeat the 
Republicans had suffered since the Civil War; the Democratic 
tariff of 1894 was, due to the pressure of local interests, so 
clearly a violation of campaign promises that President 
Cleveland in disgust allowed it to become law without his 
signature; the Payne-Aldrich tariff of tg09, passed in re 
sponse to Republican campaign to reform the tariff, 
disappointed the country and split party; the Ha 
Smoot tariff of 1930 and the public reaction to it is a famili 


any other tax on commodities a tariff has two effects: it raises 
revenue, and, to the extent that it interferes with the import 
of goods, it alters the economic life of the country by making 
some lines of business more profitable and others less profit- 
able. Most taxes, however, are not imposed for regulatory 
purposes. The reduction in smoking because of the taxation 
of tobacco, or in the use of automobiles because of the gaso- 
line tax, is simply incidental to the major problem of collecting 
money to run the government. On the other hand, the taxa- 
tion of foreign trade—that is, tariffs—has from the very 
beginning been used in the United States both for raising 
revenue and for altering our economic life by discouraging, 
and in some cases practically prohibiting, the import of goods 
from abroad. 

It is evident that there is in some degree a conflict between 
the fiscal and the regulatory purposes of tariffs. -‘If duties 
are so high that no goods are imported, no revenue is collected. 
Earlier in our history fiscal considerations played an impor- 
tant part in the determination of rates. In the last two 
decades, however, with the tapping of new sources of revenue, 
particularly through the income tax, import duties have be- 
come a minor factor in the national budget. Since the World 
War they have furnished about 15 per cent of the revenue, as 
contrasted with over go per cent in the period before the 
Civil War, and with nearly 50 per cent as late as 1913. In 
the determination of the rates in the Fordney-McCumber Act 
of 1922 and the Hawley-Smoot Act of 1930 almost no con- ~ 
sideration was given to their effect on the government re- 
ceipts. In almost every case the criteria used in fixing rates 
were their effect in regulating economic life—that is, in keep- 
ing goods out—and not their effect in producing revenue from 
goods that came in. The tariff is important as a public issue 
today not as a problem in the raising of revenue, but as a 
problem in the use of the power of the state to direct economic 


life. 


POST-WAR TARIFF RATES IN THE UNITED STATES 


The two general tariff acts passed since the World War 
(the Fordney-McCumber Act of 1922 and the Hawley-Smoot 
Act of 1930) have admitted duty free almost all non-agri- 
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cultural raw materials’ and most agricultural products ¢ 
the tropics, but have placed extremely high duties on alme 
all agricultural products raised in the United States, and 
manufactured products. The high duties on agricul 
products are in most cases (wool and sugar are notable ex 
ceptions) of comparatively little economic importance, b 
cause they are on articles that are exported rather than im 
ported. They were imposed primarily for political effect i 
the effort to win farm support for the legislation. 

In 1932 approximately 67 per cent of our imports came i 
free of duty. The average rate of duty on all imports 
20 per cent; the average rate of duty on dutiable import 
was $9 per cent. Unless these res are carefully inter 
preted, they are certain to give a false impression as to ¢ 
effect of tariffs upon our foreign trade. Such a large per 
centage of imports come in duty free because the duties ¢ 
other products are so high as to cut down greatly their ix 
portation. If duties were lowered a smaller percentage ¢ 
imports would be in the duty-free category. On the ot 
hand if all duties were raised so high that no article subjec 
to duty could come in, 100 per cent of our imports wou 
come in duty free, and no duties would be collected. __ 

Many of the rates set by the Hawley-Smoot Act were 
high as to be almost prohibitive. On woolen textiles the du 
averaged around 75 per cent; on many types of leather glove 
it was over 100 per cent; on some kinds of dolls, and str 
hats, it was over 1§0 per cent; on many steel products it 
from 100 to 200 per cent; on one type of pipe bowl it was or 
400 per cent. Duties on alcoholic liquor were over 100 
¢ A deg va peared apes evenue | 
_ The specific duty of two cents a pound on sugar was for 
over 200 per cent of the price of sugar in Cuba. A n m 
individual rates have since been reduced under the 
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been very high. Any intelligent discussion of the American 
tariff must be based upon a recognition of this fact. 


HOW THE TARIFF AFFECTS FOREIGN TRADE 


The common habit of speaking of the United States as ex- 
porting manufactured products to South America, or of buy- 
ing textiles from England, or of shipping wheat to France, is 
likely to obscure the fact that, like domestic trade, foreign 
trade is carried on by individuals in search of profit. New 
England manufacturers sell goods in Europe for the same 
reason that they sell them in Arkansas or Oregon: because 
they expect to make money. American merchants buy goods 
in Argentina or France for the same reason that they buy 
others in Wisconsin or New York: because thus they get a 
better article or pay a lower price than if they bought else- 
where. - 

The development of international trade is not determined 
by chance. There are good reasons why some persons in this 
country find it profitable to sell abroad, and why others find 
it good business to buy some goods abroad. Conditions of 
production are more favorable for particular products in one 
country than in another: soil is more fertile, climate is more 
suitable, natural resources are more abundant, labor costs 
are lower, or mass production is more easily applicable. 
Much of the wheat and meat that enters into world-trade 
comes from the broad and fertile fields of Argentina; wool 
and mutton from the semi-arid regions of Australia, not 
suitable for other purposes, but comparatively well adapted 
to sheep grazing; raw silk, which requires much hand labor, 
comes from low-wage Japan; automobiles and machinery 
produced on a large scale, from high-wage United States. 
In the same way there is trade within the United States: 
cotton production in the South, grain production and cattle 
raising in the West, dairy and truck farming near the great 
cities; the manufacture of automobiles predominating in one 
section, tools in another, textiles in another, and shoes in 
another. This specialization, whether on a national or inter- 
national scale, makes possible a greater production of goods, 
and it is only through more abundant production that a coun- 
try can have a higher standard of living. -— 
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The direction which international trade takes is deter- 
mined by the same influences that determine the direction 
of domestic trade, subject to one important exception: 
tariffs. If a duty of So per cent is imposed on textiles a 
merchant in Chicago may, because of the increase in price, 
cease buying in England and buy goods made in the United 
States; if every pound of sugar imported from Cuba must 

ay a tax of 2 cents a pound, the American housewife will 
* more likely to buy sugar produced in the United States. 
Further, the question whether an American grain dealer can 
sell profitably in England or an American automobile manu- 
facturer can sell profitably in France is dependent partly on 
the tariffs that the English or French government may have 
imposed on his products, partly on the ability of the English — 
or French diatiahe to pay for his goods. If British woolens 
and French silks can be sold here, citizens of those countries 
have the dollars which make it possible to buy American 
roducts. Whenever we restrict the sale of some kinds of 
oreign goods in America we not only encourage the domestic 
production of similar goods, but we also discourage the pro- 
duction of Ad bere that our own people might otherwise 
sell abroad. is does not make more work for Americans; 
it simply means that instead of doing things in which we 
are most efficient, we are forced to do those things in which 
we are less efficient. 
Tariffs are a stimulus to those industries whose 
" The tariff 
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have the same effect as tariffs on competing foreign products. 
In the case of a tariff the producer gets the stimulus from the 
higher prices; in the case of the bounty he gets a payment 
from the Treasury out of funds taken from the public by 
taxation. By wiping out the entire American tariff and 
substituting for it direct bounties to producers now actually 
protected by the tariff (as distinguished from producers on 
an export basis, and not affected by the tariff) we would have 
essentially the same result that we now get from the tariff. 
Alexander Hamilton, who is frequently credited with being 
the father of the American protective tariff, clearly recog- 
nized this truth that the tariff acted as a subsidy or bounty, 
and he believed that bounties were preferable to tariffs as a 
means of stimulating American manufacturing. In his 
famous “Report on Manufactures” he said of “protecting 
duties” that they: 

.... evidently amount to a virtual bounty on the domestic fab- 
rics, since by enhancing the charges on foreign articles they enable 
the national manufacturers to undersell all their foreign competitors. 
.... As often as a duty upon a foreign article makes an addition to 

_its price, it causes an extra expense to the community for the benefit 
of the domestic manufacturer. A bounty does no more. 


No serious students of the tariff question deny this practical 
identity of bounties and tariffs, as pointed out by Hamilton. 

In the field of the tariff, no more than anywhere else, can 
one get something for nothing. If some producers are en- 
couraged by governmental subsidies, whether tariffs or di- 
rect bounties, others are discouraged. With direct bounties 
this discouragement comes from higher taxes, and a re- 
stricted market for products on which no bounty is paid; 
with tariffs it comes from higher prices paid by the public, 
and a restriction of the markets, both here and abroad, for 
those products which are produced more cheaply here than 
abroad and which would ordinarily be exported. A duty 
on sugar is undoubtedly a fine thing for those who are pro- 
ducing sugar in this country, but it raises the cost of living 
for the consumers of sugar and cuts down their purchases 
of other things, and it also reduces the ability of Cuba 
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to buy American goods, including many farm products. A 

duty on woolen textiles is a fine thing for the manufacturers 

of textiles, but it raises the price that Americans must pay 

for clothing, and also reduces the ability of England to buy 
our farm products and those manufactured goods that can — 

be produced more cheaply here than in England. It is easy 
to see that tariffs raise some prices. A less obvious but very — 
important fact is that tariffs also lower other prices: that is, — 

the prices of those exported articles whose market abroad is 

. reduced by high tariffs on goods coming into the United 
States. There is no denying that one reason for the ab-— 
normally low prices of many agricultural products in the | 
United States in the last decade is the loss of foreign markets 
resulting from our policy of very high tariffs on industrial 
products. 
To say that a tariff is a subsidy, or that it discriminates 
against of the lation, is not to condemn it out of 
hand. exercise of all governmental powers in the field 
of taxation or regulation involves some degree of discrimina- 
tion: the taxation of bachelors for the support of schools; the 
building of cement roads with funds taken from those who 
do not drive cars; the granting of low postal rates to ne 
papers and periodicals, involving a deficit which must be 
covered b taxpayer at large. In the days of the ancien 
régime in France, or of Czarist Russia, legislation which wa: 

frankly and avowedly discriminatory was defended on t 
ground that there was a privileged lat, and that twas prop 
er and just that its mem “xpens 
Bly eonagen & In a democratic government no policy 
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ticular individuals is more than offset by advantages which 
accrue to the community. That is, if the tariff is not to be 
simply a method of granting favors to those who happen to 
control the government, there must be some general concep- 
tion of a public purpose to be served through this direction 
of economic life. That purpose may be to develop agricul- 
ture at the expense of industry, it may be to develop industry 
at the expense of agriculture, it may be to acquire self- 
sufficiency in particular lines for military purposes, it may 
be to prevent international trade on the belief that it is a bad 
thing to have trading relations with outside people.4 


THE TARIFF AND THE AMERICAN STANDARD OF LIVING 


Protection for the stimulation of industry is commonly re- 
ferred to as “‘infant-industry” protection. It is based upon 
the assumption that whereas freedom of international trade 
may give a greater immediate gain to an agricultural country, 
in the long run the people of the country will gain more by 
hastening its industrial development through artificial 
stimulation. Infant-industry tariffs immediately penalize 
agriculture in the hope of securing an eventual national gain. 
Few economists deny the validity of the infant-industry 
argument for protection, within certain limits. 

Before the Civil War this infant-industry argument was 
the principal defense of protective tariffs in this country. 
The United States is now industrially matured and this argu- 
ment has become of minor importance in recent decades. 
Many of those industries which were once infants are now 
giants, not only underselling their European competitors in 
neutral markets, but in the face of foreign tariffs challenging 
them in their own domestic markets. It is true that we still 
import many manufactured goods from abroad, but these 
imports are much smaller than our exports, and were they 
to be prohibited altogether this would cut down our exports 
of other manufactured goods. Our present tariff system is 
undoubtedly a burden upon agriculture for the benefit of the 
protected industries, but it is also a burden upon many of 


4The question of national self-sufficiency is discussed in detail in Autarchy: 


National Self-Sufficiency (“Public Policy Pamphlets,” No. 5), by Charles S. Tippetts. 
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our most efficient industries, which need no tariff protection, 
and which are interested in export markets. 

The infant-industry argument has today lost its economic 
applicability in the United States. The support of the pro- 
tective tariff as a policy in the national interest has shifted 
to other grounds, the most important of which is the “pauper- 
labor” argument. This argument, in brief, runs as follows: 
Low tariffs may be sound policy for other countries, but the 
United States has a special need for very high tariffs on 
account of our high wage level; unless high tariffs are imposed 
foreign goods will come in, throw Americans out of work, and 
ruin our standard of living. 

This specter of a reduction of the American standard of 
living, through a lowering of the tariff, to the level of the 
“sweated” and “peasant” labor of Europe and Asia, is held 
constantly before our citizens. It is undoubtedly a very 
effective 7. “ ite the fact that a raising of tariffs in 
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countries is small. High standards of living, which are the 
result of productive efficiency, express themselves in a wage 
level which all producers must meet. If the American 
standard is $5 a day for workers of given skill and training, 
that wage level is the result, in large part, of rich natural re- 
sources and our facilities for machine production. It is not 
based upon what Americans can do embroidering, making 
cutlery, or growing sugar beets or alligator pears. These 
activities are not so well suited to American conditions, and 
producers in those lines find difficulty in paying the high 
wages set by our more effective industries and lines of agri- 
culture. They cannot meet foreign competition, so the phrase 
goes, and hence, even with high tariffs, imports of these prod- 
ucts continue. 

If one takes a knot-hole view of the economic scene, he sees 
only the fact that the producer in these lines cannot, at the 
American wage level, hire men and compete with foreigners. 
Hence he concludes that the importaton of foreign goods 
lowers American wages. This fails to consider that the im- 
port of these foreign goods make possible the export of those 
goods which can be produced so effectively in America—cotton, 
to which our climate is well suited; wheat, to which machine 
farming methods can be applied; automobiles and ma- 
chinery of all kinds. Keeping out these foreign goods does 
not make more work—it simply means that Americans, in- 
stead of being allowed to raise wheat, cotton, or apples, or 
manufacture automobiles, shoes, or agricultural machinery, 
must turn to sugar beets, requiring exhausting hand labor, 
to vegetables which can be raised under more favorable con- 
ditions in tropical regions, or to fine textiles or hats which can 
be produced more cheaply abroad. 

Most of the confusion on this matter arises from a failure 
to distinguish between the prosperity of groups and the pros- 
perity of the whole nation. No one can deny that a high 
tariff enables some producers to make more money than they 
otherwise would, and in their particular industries to employ 
more men or pay higher wages than they otherwise would. 
That is not the point—the point is whether the whole nation 
_ has a higher standard of living as a result of such measures. 
_ The payment of direct bounties to producers is undoubtedly 
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a fine thing for producers and sometimes for their employees; 
likewise, the payment of veterans’ relief to able-bodied men 
raised the standard of living of the beneficiaries, but few peo- 


ple believe that an indiscriminate granting of bounties or — 


veterans’ relief makes a country prosperous, or raises its 
standard of living. 

Despite our high wage level, we export more goods than 
any other country in the world. Practically all of these go 
to countries with standards of living lower than our own. 
Among our best customers are those countries whose “pauper 
labor”’ is sup to be a great threat to American living 
standards. We even sell wheat to the Chinese, and rice to 
the Japanese. Evidently these purchases by “pauper-labor” 
countries of goods made in our high-wage country would not 
be possible unless the relation between productivity and 
wages were substantially as indicated above. It is interest- 
ing to note that in these low-wage countries there is just as 
much fear of the menace of American high-wage competition 
as there is here of foreign low-wage competition. The argu- 
ment is made abroad that it is sea to to compete with 
American workers who are so efficient that they can be paid 
high wages. Whatever one may think of tariffs on other 

there is no reason for having a special policy in the 
nited States on account a pees as Ber living. No 
matter what our standard of living may be, there will be 
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established and maintained for decades without a tariff. In 
fact, one of the principal arguments made against protection 
in early American tariff debates was that we had such high 
wages as a result of our great productivity in agriculture that 
it was foolish to try to compete with Europe in manufactur- 
ing. Alexander Hamilton spent some time in answering this 
argument, and among other things pointed out that the diffi- 
culty might be met by child labor and the employment of 
women, and that wages might be lowered through bringing 
in foreign immigrants. Only after high tariffs had been in 
effect for some years was the claim made in political argu- 
ments that high wages, which had long antedated protection, 
were the result of high tariffs. 


THE TARIFF AND OUR FOREIGN INVESTMENTS 


The tariff presents peculiar problems to a country like the 
United States which has large investments abroad. Al- 
though international loans are expressed in terms of money, 
it is almost entirely through the shipment of commodities 
that the proceeds are transferred from the lender to the bor- 
rower. The many billions of dollars of war loans, and the 
great private investment abroad between 1920 and 1930, repre- 
sented no net decrease of the gold supply of the United States, 
but rather it took the form of the shipment of commodities 
in return for which Americans received a promise to pay 
interest at regular intervals and to repay the principal at 
some future date. These payments are to be in terms of 
money, but it is only through the shipment of goods that 
foreign debtors can ever acquire any such sums in this 
country. 

Hence, when the United States is a creditor—that is, has 
sums payable to it from abroad—high tariffs not only affect 
its industries and agriculture, but they affect those persons 
who have invested money abroad. These foreign invest- 
ments are held mainly, not by Wall Street bankers, but by 
investors scattered throughout the country, including small 
banks, the traditional widows and orphans, business and 
professional men, and charitable and educational institutions. 
Evidently, if goods are not sold here in excess of the goods 
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bought, money cannot be obtained.* Unless the debts are — 
paid in turn by borrowing new funds, the loans must go into 
default. In any case, a country which is a large net creditor 
must expect, sooner or later, to have its imports exceed its 

: exports, that is, if it desires to be paid interest and principal 
on its foreign investments. That has been the position of 
Great Britain for generations; it would be the position of the 
United States today were it not that a large part of our 
foreign lending of recent years is in default. 

Finance is dependent upon trade—it cannot exist without 
it. The policy of official Washington for the decade after 
1920—encouragement of immense foreign loans, insistence 

: upon payment of the war debts, passage of tariff legislation 
that increased greatly the difficulty of ying these loans— 
failed to recognize this relationship. Whee be the de- — 
tails of the policy which the New Deal brings forth, there 
should be a recognition of the connection between inter- 
national trade and international finance. If high tariffs are 
maintained, the only sound financial policy is to 

in every way private investment abroad, and to make no 
further governmental loans to foreign countries unless it is 
understood that those loans are nothing but gifts. This 
question is rgeerpl timely because of the recent R.F.C, 
loans to China, and the discussion of private or governmental 
credits to Russia. In the popular enthusiasm over the pros- 
pect of increased exports, very little Sect eg eae 
as to how loans are repaid. We are lea 

of trouble for the administration of 1945 or 1 oles 
‘now made without any consideration otis 
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pay for the party. The New Deal should profit from the 
mistakes of the “New Era.” 


NATIONAL PLANNING AND THE TARIFF 


Within recent years there has been a general trend in all 
countries toward governmental direction of economic life. 
This so-called “social control” or “national planning” has 
been embodied in several of the measures of the New Deal. 
The statement is sometimes made that proposals for a reduc- 
tion of tariffs are out of accord with this general development 
—that at a time when we are moving toward more control 
of economic life it is incongruous to move away from control 
in the field of foreign trade. By implication, if not by direct 
statement, this movement toward “national planning” is 
made a defense of existing tariff legislation, or even an argu- 
ment in favor of raising duties. 

Two propositions are involved in this association of the 
tariff and a program of “national planning”: first, that the 
governmental regulation of foreign trade is consistent with 
“national planning”; second, that the present tariff legisla- 
tion in the United States, or even a further raising of rates, 
is in the public interest. It should be obvious that, although 
the first statement may be true, the second does not neces- 
sarily follow from it. 

If the term “‘national planning” is not to be a bitter jest 
meaning that those who happen to be in control of the govern- 
ment are going to “plan” things to enrich themselves and 
their friends, those plans must involve some concept of the 
general welfare. Few persons pretend that our tariff legis- 
lation has been written with any such idealsin mind. If there 
are those who naively believe that recent American tariff 
legislation was written in response to a great public aspira- 
tion, or that it represents the victory of nationalism over inter- 


nationalism, it would be an education to read the debates on 


the Hawley-Smoot Tariff Act. Through the thousands of 
pages of the debate the point that stands out above all others 
is that the various local interests of the United States looked 
out for themselves, regardless of any concern for the national 
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welfare.’ It is difficult to conceive of any philosophy of “na- 
tional planning” that would warrant selecting pipe bowls for 
a duty of 400 per cent; it is hard to see why the use of do- 
mestically manufactured cutlery, gloves, or plate glass, is so 
essential that the cost to the public should be burdened with 
duties of from 100 per cent to 200 per cent. Duties on oil, 
copper, manganese, and lumber, whose effect is to cause a 
more rapid exhaustion of our natural resources, could not be 
fitted into any “national planning” program. Our present 
tariff legislation has been framed without any consideration 
of its relation to American investments abroad. 

There is a great difference between the proposition that the 
tariff is in form “national planning,” and the proposition that 
our present tariff legislation incorporates a tenable ideal of 
“national planning.” The granting of ial concessions 
to the favorites of Tammany Hall, and the famous Teapot 
Dome oil leases, represented, it is true, a direction of economic 
life by governmental action. To assume, however, that an 
increase in governmental functions is a justification for the 
continuance and extension of these particular methods of 
controlling business or developing the public domain, is no 
more bizarre than the idea that che matasounsce Of axle 
tariffs, or their increase, should be a part of a planning pro- 
gram. 


RECENT ATTEMPTS TO REFORM THE TARIFF 


public today have lost their bearings; they do not know where 
they are or whither they are going. We have forgotten that 
the tariff is a bounty—that it takes from part of the public 
and turns the proceeds over to others. We prefer to believe 
that it consists in getting something for nothing. It is de- 
fended as a means of benefiting everyone. It is criticized 
largely on the ground that the Christmas gifts have not been 
equitably distributed by the Santa Claus in Washington 
rather than on larger grounds of national policy. 

This situation explains in large part the popularity of two 
proposals for tariff reform which have been brought forward 
in recent years. These are equalization of costs of produc- 
tion—the so-called “scientific tariff”’—and “tariff equality” 
for agriculture. Under the equalization of costs of produc- 
tion plan, if it cost 2 cents a pound to raise sugar abroad and 
5 cents to raise it here, the duty should be 3 cents; if it cost 
$1.50 to make a straw hat in this country and 80 cents abroad, 
the duty should be 70 cents. Production costs would be 
worked out for every article, and duties changed from time 
to time as these costs changed. Thus, according to the 
sponsors of this idea, there would be no room for argument: 
every rate would be determined by “scientific method,”’ all 
American producers would be in a position of equality with 
the foreign competitors, and the whole matter would be taken 
out of politics. 

To many persons such an idea has seemed to contain the 
solution to the tariff problem. At first glance it appears so 
reasonable and fair. When, however, we consider why inter- 
national trade takes place, it is apparent that equalizing pro- 
duction costs does not get us out of the tariff impasse. The 
difference in production costs is what makes trade possible: 
if there were no difference there would be no trade. If this 
so-called “scientific tariff’ were consistently applied it would 
mean a stoppage of all foreign trade. The reason why 
Americans import coffee, sugar, wool, fine cameras, woolen 
textiles, and fine silks is that they can be produced more 
cheaply abroad; the reason we export wheat, cotton, auto- 
mobiles, shoes, apples, corn, and many other articles is that 
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we can produce them more cheaply than they can be produced 
abroad. 

The demand for “tariff equality” for agriculture arises 
from the well-founded belief that in the framing of American 
tariff legislation industry has secured more advantages than 
agriculture. Our early tariff legislation was avowedly for 
the purpose of giving industry a temporary a in order 
to have a better balanced national economic life. Early 
tariff legislation, however, had considerable support from 
the farmers themselves, who believed that they w eventu- 
ally benefit from the creation of a larger domestic market for 
their products. After the Civil War, as these su y 
infant-industry tariffs were not only maintained but in- 
creased as their beneficiaries grew to manhood, the West 
became extremely restive under a system which apparently 
brought it few benefits but raised the price of almost every- _ 
thing it bought. 

Mr. Hoover, in the campaign of 1928, promised limited 
tariff revision in order to extend the benefits of the tariff to 


protective duties, even when 
meaningless. 


The 


eastern manufacturers. The East rebelled against what it 
termed the “unsound” policy of paying a subsidy to agri- 
culture, and the debenture was stricken from the bill. 

Whatever one may think of the wisdom of an export de- 
benture, the logic of the western position is unquestioned. 
Unless we assume that there is a particular virtue in manu- 
facturing which justifies, on grounds of national policy, sub- 
sidizing it at the expense of agriculture, there is no reason 
why agricultural export bounties should be withheld as long 
as our present tariff duties remain in force. 

“Tariff equality,” alluring as the phrase may seem, is no 
answer to the question of tariff policy. In its eastern mean- 
ing of putting duties on agricultural products, most of which 
are exported, it is in effect a proposal that our less efficient 
industries be permanently subsidized by agriculture and our 
more efficient industries. In the western sense of agricultural 
subsidies (either export bounties, or the provisions in the 
Agricultural Adjustment Bill of 1933), “tariff equality” 
means setting up costly machinery in an effort to offset the 
effects of industrial protection. If a protective tariff is to 
accomplish anything, whether good or bad, it must be dis- 
criminatory. 


EARLY TARIFF POLICY OF NEW DEAL 


For over a year the New Deal produced nothing in the way 
of tariff reduction. In fact it threatened further tariff in- 
creases. Two of the earliest New Deal laws, since declared 
unconstitutional, granted the President authority to increase 
tariffs. The Agricultural Adjustment Act authorized an addi- 
tional import duty on the “‘basic commodities””—wheat, cot- 
ton, field corn, hogs, rice, tobacco, and milk and its products 
—equal to the excise tax imposed on the internal processing 
of those products. The National Industrial Recovery Act 
authorized the President to restrict or prohibit imports that 
seemed to endanger the maintenance of a code. This authori- 
zation was sweeping enough to have justified almost any tariff 
increase on any product. Actually no duty increases were 
authorized under the Agricultural Adjustment Act, and cot- 
ton rugs were the only articles on which duties were raised 
under the National Industrial Recovery Act. At the same 
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time that Congress was granting this authority for a 


tariff increases, moves for tariff reduction which were dis- 
cussed in connection with the London Economic Conference 
came to naught. 

The tariff reduction aspects of the New Deal were thus tem- 
porarily eclipsed by the dramatic developments in the field of 
domestic economic policy. The original recovery program of 
the New Deal was essentially nationalistic in its approach. In 
the Agricultural Adjustment Act, in many aspects of the mon- 
: etary program, and in some developments under the National 

. Industrial Recovery Act, there was little if any recognition 
of the fact that many American economic problems of the 
post-war period were closely tied up with developments i 

international trade and finance. It is customary to stress 
break in economic policy between the three Republican ad- 
ministrations of the post-war period and the program of th 

Roosevelt administration. But in one important respect th 
Roosevelt administration in its first year simply carried 
to their logical conclusions the policies of its Republican pred 
cessors: in a number of cases its solution for economic dis 
tress was to give a governmental subsidy to those whose 
were most insistent, with little thought to the consec 
particularly in the international field, of these actions. 


THE TRADE AGREEMENTS ACT 
In the latter part of 1933 and the earl of 1934 
persistent advocacy of tariff reduction ra eerdell ull, 
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rates go up when in principle there is agreement that they 
should come down. It was this situation that was responsible 
for the runaway in the Hawley-Smoot Bill, originally intended 
to bea limited revision for the benefit of agriculture; this same 
situation later resulted in the introduction of duties on coal, 
lumber, oil, and copper in the Revenue Act of 1932, through 
the support of many of the same Congressmen who had de- 
nounced the Hawley-Smoot Act for its “outrageous” rates. 

If tariff reduction was to be carried out without throwing 
the whole question of particular rates into the Congressional 
arena, the two principal alternatives were to authorize a blan- 
ket percentage reduction, probably spread over.a period of 
years, or to confer limited authority on the President to change 
particular rates. There are strong reasons in support of the 
idea of blanket reduction, and it had been suggested by such 
men as Newton D. Baker and Cordell Hull. In 1933 there 
were rumors that this method of tariff reduction would be at- 
tempted. But the Administration elected to try the alter- 
native method of selective reduction by presidential action. 

The result was the Trade Agreements Act of June 12, 1934. 
This act authorized the President, for a period of three years, 
to enter into agreements with foreign governments for the 
mutual reduction of duties “for the purpose of expanding 
foreign markets for the products of the United States.” A 
number of limitations were placed upon the President’s au- 
thority to negotiate such agreements, in particular that no 
duty be lowered by more than one-half. In February, 1937, 
this act was extended, without amendment, to June 12, 1940. 

The principle of authorizing the President to change tariff 
rates by executive proclamation was not new in American 
tariff history. The Dingley Act of 1897 had authorized the 
President to negotiate similar agreements covering a limited 
group of imports. Under this act Presidents McKinley and 
Theodore Roosevelt negotiated agreements with France, Por- 
tugal, Germany, Italy, Switzerland, Spain, Bulgaria, the 
Netherlands, and Great Britain. The individual agreements, 
commonly known as the Argol Agreements, were never re- 
ferred to Congress, but went into effect by presidential procla- 


9@ A discussion of the possibilities of blanket percentage reduction is given in the 
first edition of this “Public Policy Pamphlet,” pp. 22-26. 
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mation. The Fordney-McCumber Act of 1922 authorized the 
President to increase or decrease duties on any particular — 
article when, on the basis of an investigation by the Tariff — 
Commission, he found that existing duties did not equal the — 

~ difference between the “costs of production” in the United 
States and the principal competing country. This so-called 
“scientific” or “flexible” tariff was, for reasons which have 
been discussed earlier in this pamphlet, no answer to the larger ; 
problem of tariff policy, but it furnished a precedent for tariff 
changes by executive action. 


DEVELOPMENTS UNDER THE TRADE AGREEMENTS ACT 


The first trade agreement was signed with Cuba in August, 
1934. No other agreement was negotiated until February, 
1935, when the Brazilian agreement was signed. In the re- 
mainder of 1935 and in 1936 the program made rapid prog- 
ress, and at the present time (June 1, 1937) sixteen agree- 
ments have been signed, and fourteen have gone into effect. 
In addition to the Cuban agreement, agreements have been 
signed with eight other Latin American countries; the remain- 
ing agreements are with Belgium, Sweden, Canada, the Neth- 

Switzerland, France, and Finland." Preliminary 
work has been started on other agreements, and it is expected 
that several more will be signed within the next year. In addi- 
tion to reductions in the rate of duty, a number of agreements 
have dealt with quotas (quantitative limitations on imports, 
Lr nee arn await ek ade nur 
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against American products), and in turn other countries ex- 
tend to the United States all tariff reductions which they make 
to third countries. It has been the general practice to grant 
duty reductions to a country only when it is the principal 
source of supply, so that presumably most of the imports re- 
sulting from American tariff reduction will come from the 
country which was originally granted the reduction. 

No feature of the trade-agreements program has been more 
subject to attack by critics than unconditional most-favored- 
nation treatment. It was largely on this issue that George N. 
Peek broke with the Roosevelt Administration." In this con- 
nection the American Tariff League has played up the fact 
that in the case of a number of products there has been a sub- 
stantial increase in imports from third countries, to whom the 
reduced duties were extended under the unconditional most- 
favored-nation principle. Congressional critics re-échoed this 
theme in the debates on the extension of the Trade Agree- 
ments Act in February, 1937. 

A detailed discussion of the unconditional most-favored- 
nation principle in relation to the trade agreements, or of the 
alternative policy of granting tariff reductions to apply only 
to the products of a single country, involves a number of 
highly technical issues, and is beyond the scope of this pam- 
phlet. In general, those who support a moderate tariff policy, 
and consider an increase of imports as desirable, or at least not 
a menacing development, have favored the unconditional 
most-favored-nation principle. On the other hand, the main 
criticisms of the unconditional principle have come from high- 
tariff spokesmen, who generally view with alarm anything 
that encourages the purchases of foreign goods. Yet, looked 
at simply from its direct relation to American exports, the 
unconditional most-favored-nation principle has an advan- 
tage that most of its critics have apparently overlooked. Un- 
less the United States extends unconditional most-favored- 
nation treatment to the products of other countries, we can- 

1 Peek, after his resignation, attacked the trade-agreements program, and in par- 
ticular the unconditional most-favored-nation clause, in a series of six articles en- 
titled “In and Out,” which appeared in the Saturday Evening Post in 1936. These 
articles formed the substance of a book published in collaboration with Samuel 


Crowther, Why Quit Our Own (New York, 1936). The Chemical Foundation of New 
York City financed the distribution of approximately 100,000 copies of this book. 
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not expect that American exports will be treated in foreign 
markets as favorably as the exports of other countries. Re- 
jection of that principle by the United States would almost 
certainly lead to widespread discrimination against American 
P exports. Aside from the economic merits of these conflicting 
principles of commercial policy, the unconditional principle is 
simpler in its administrative aspects, and involves much less 
occasion for international friction than does a policy of exclu- — 
sive tariff bargaining.” 

It is difficult to make any generalization about the Ameri- 
can exports on which foreign tariffs have been reduced or 
quotas relaxed, as the articles affected cover a very wide field 
i of both agricultural and industrial products, embracing things 
as diverse as canned fruits and sulphur, and automobile tires 
and vegetable oils. The Administration appears to be espe- 
cially anxious in the negotiation of trade agreements to de- 
velop markets for American agriculture. In the field of im- 
ports, the important reductions have been on nonagricultural 
products. The reductions which had the most immediate 
effect on the American consumer were those on whiskey (in 
the Canadian agreement), and on still wines and champagne 
(in the French agreement)."* 

An outstanding feature of the program has been the ex- 
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fallacies and misstatements of fact that Administration 
spokesmen had little difficulty in riddling it. But politically 
wise Democrats are undoubtedly right in their belief that in 
the 1936 campaign it was the general improvement in agricul- 
tural conditions, rather than any careful regard for facts or 
statistical method, that kept the farmer from joining in the 
attack on the Canadian agreement. 

The incident showed the political delicacy of the agricul- 
tural tariff situation. The American farmer feels that indus- 
try has been the great beneficiary of the tariff, and he clings 
to the crumbs of protection that have been given to him with 
a fanatical and unreasoning faith that, however misguided, 
is a potent political force. The prospects for comprehensive 
trade agreements with such agricultural countries as Argen- 
tina, Uruguay, New Zealand, and Australia are not promising 
at present writing. et 

In the first sixteen agreements duties were reduced on about 
450 items, affecting approximately one-fifth of our dutiable 
imports, and in addition commodities which account for about 
one-fourth of our duty-free imports were “‘bound”’ on the free 
list. In the case of duties which were raised by the Hawley- 
Smoot Act the most common practice has been to reduce the 
rate to that in the Fordney-McCumber Act. Of course, where 
the Hawley-Smoot Act had lowered a rate or left it un- 
changed, any reduction in a trade agreement has made the 
present rate less than in the Fordney-McCumber Act. No de- 
tailed analysis is available at the present time, but it appears 
that the average of agricultural duties is still higher than in 
the Fordney-McCumber Act; that the average of nonagricul- 
tural duties is about at the Fordney-McCumber level, or pos- 
sibly a little lower; and that the average of all duties is about 
that of the Fordney-McCumber Act. This general conclusion 
is supported by the preliminary figures of 1936, which show 
that the average of duties collected to dutiable imports 
was about 38 per cent, considerably less than the annual 
average between 1930 and 1935, and almost exactly the aver- 
age for the years when the Fordney-McCumber Act was in 
effect. 

A question which has been much discussed is: What effect 
have the trade agreements had upon American-exports and 
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imports? In 1935 and 1936 the total dollar value of American 

exports and imports increased substantially as compared with 

the years immediately preceding. But in 1936 the export sur- 

plus was less than in any year since 189$; im 1935 it was less 
~ than in any year since 1910, with one exception. Supporters 
of the agreements have stressed their influence in bringing 
about an expansion in foreign trade, and releases by govern- 
mental agencies have played up the increase of American ex- © 
ports on which foreign duties have been reduced. Critics have 
attributed the expansion of exports to the general economic 
recovery, but have generally blamed the decline in the export 
surplus to the reduction in American duties. The truth is 
that any measurement of the effect of a particular trade agree- 
ment, of even of the whole trade-agreements program, at the 
present time presents serious statistical difficulties.* The 
trade expansion of the past two years is part of a eco- 
nomic recovery, but the tariff reduction has undoubtedly been 
a contributing factor—how much, no one can say with assur- 
ance. Only in the case of Cuba, because of the nature and ex- 
tent of the mutual reductions and the special economic prob- 
lems connected with the sugar industry, can one say that the 
agreement has been the major factor in the expansion in the 
value of exports and imports. 

The greater expansion of imports than of exports had little 
if anything to do with the trade agreements. Contrary to 
widely held belief, the height of a country’s tariff has little 

_ bearing, even in the short run, on a country’s commod 
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ports would be a natural and a desirable development, what- 
ever our tariff policy may be. 


THE TRADE-AGREEMENTS PROGRAM AND THE FUTURE OF 
AMERICAN TARIFF POLICY 


The Trade Agreements Act, like much of the early New 
Deal legislation, was originally advocated as an emergency 
measure. It has since been extended for another three-year 
period, and has won very general support, even in conserva- 
tive circles that have been hostile to much of the New Deal 
legislation. These developments make it likely that this 
program, or something similar to it, will be in effect for a 
number of years. 

With full recognition of its constructive achievements to 
date the Trade Agreements Act has two serious limitations: 
(1) it assumes that tariff reduction by the United States is 
desirable only if accompanied by reductions abroad on Amer- 
ican exports; (2) strictly interpreted, it does not permit any 
consideration to be given in the negotiation of agreements to 
invisible items in the balance of payments, as the only pur- 
pose for which the President may reduce duties is “expanding 
foreign markets for the products of the United States.” The 
emphasis of the State Department in announcing new agree- 
ments and in discussing the operation of existing agreements 
has been on the reduction of foreign duties, and on the expan- 
sion of American exports. The reduction in American duties 
and the expansion of imports has been treated in an almost 
apologetic manner. This position is in accord with the word- 
ing of the act, but it is certainly fostering the idea in the 
minds of the American public that our tariff reduction is a 
price that we pay for the reduction of foreign tariffs, and that 
our lowered tariffs are in the interest of the American public 
only as long as foreign tariffs are also lowered. The idea that 
it may be to America’s interest to have lowered tariffs, re- 
gardless of the policy of other countries, is implicitly denied 
by much of the argument which is today brought forward by 

15 A discussion of the various items in our balance of payments, and the influences 


that are likely to determine our commodity trade balance in coming years, is given in 
the writer’s ‘U.S. Balance of International Payments,” Foreign Policy Reports, 
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supporters of the trade-agreements program. Such a view is 
based upon a fundamental fallacy in the analysis of interna- 
tional trade and of the effect of tariffs. Tariffs are simply one 
form of governmental subsidy, and should be judged by the 
same standards that are applied to any other subsidy. The 
benefits—or the injuries—to the United States from the re- 
duction of the cement duty or the wine duty are no more de- 
pendent upon the reduction of duties by Belgium or France 
than the benefits—or the injuries—to the American public 
from the elimination of waste in the administration of the 
W.P.A., or from the decision no longer to throw little pigs in 
the river, are dependent upon action by Belgium and France 
to increase the efficiency of their industries or of their govern- 
ments. 

The process of trade-agreement negotiation is a very slow 
method of dealing with a number of extremely high rates, 
which in many cases run over 100 per cent and in some cases 
over 250 per cent, that are in the Hawley-Smoot Act. Even 
high protectionists find it difficult to justify, on grounds of 
public interest, rates of that level, yet the political strength 
of the beneficiaries, together with the accidents of negotiation, 
have left most of these very high duties untouched. 

As part of a long-range tariff program, based on considera- 
tion of national policy, it would be desirable by Congressional 
action to incorporate into the trade-agreements program two 
og one first, that all duty reductions in trade agreements 
be made part of the present tariff law, to remain in eff 

whether or not the particular agreements that estab 
them are renewed; second, that all duties of over a certair 
_ height—say 100 per cent—-be automatically reduced over 
period of years—say five years—to a maximum of 100 | 
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ain an industry that considers absolut 


6 ee 
‘A it 
ee 


decided only by Congressional action. These articles can be 
produced much more cheaply abroad than in the United 
States, and the heavy tariff subsidy is a continuing burden on 
the American public. But agriculture feels that the wool and 
sugar duties are its reward for having supported tariff legis- 
lation in the past, and any material reduction in this tariff 
subsidy by trade agreements would unquestionably arouse 
the bitterest opposition in agricultural circles, and endanger 
the future of the whole trade-agreements program." 

Tariffs, like any other type of governmental interference 
with the conduct of private business, can be defended on 
grounds of national policy. But only when there is a public 
recognition that tariffs are not a means of getting something 
for nothing, but only a method of taxing one producer in order 
to benefit another producer, can there be an intelligent treat- 
ment of the problem of tariff policy. Whatever be the de- 
velopment under the trade-agreements program, or any other 
method of handling the tariff that Congress may devise, a 
sound program must recognize that the tariff is a subsidy, and 
that it is of necessity discriminatory. 


SUGGESTED READING 


Readers who are interested in studying the tariff question 
in more detail will find useful, in addition to the references 
already given in the footnotes, the following works. 


Srr Witiiam Beveripce. Tariffs: The Case Examined. By a Com- 
mittee of Economists under the Chairmanship of Sir William 
Beveridge (London, rev. ed., 1932). 

This book is concerned primarily with the English situation, 
but much of the discussion is applicable to American conditions. 
It is intended for the layman, and gives a very understandable 
treatment of many of the more intricate problems connected with 
tariff policy. The general conclusions are favorable to the retain- 
ing of free trade by England. 


16 It is true that the Cuban agreement, together with presidential action under the 
flexible tariff provisions, made a substantial reduction in the sugar duty. Actually, 
because of the establishment of quotas and processing tax, the position of the Ameri- 

can sugar producer was not affected in any material way, and the burden on the 
American consumer has not been appreciably lightened. e32 
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Wituiam S. Cutseatsow. Reciprocity (New York, 1937). 
A former member of the United States Tariff Commission 
supports the trade t program. The book contains much 
on the unconditional most-favored-nation principle. 


F. W. Tavussic. Some Aspects of the Tariff Question (Cambridge, 
3d ed., 1931). 
The author, who is of economics at Harvard, was the 
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